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To the surprise of many in attendance, community
activists and financial institutions found common
ground at a federal hearing on the Community Rein-
vestment Act (CRA) held in Henderson, North Caro-
lina on September 15, 1993. Both groups' message was
loud and clear: that federal regulators' current CRA
evaluation of financial institutions focuses too much on
process and too little on results. Under a directive from
President Clinton, federal financial regulatory institu-
tions conducted public hearings across the nation on
how to improve enforcement of CRA. The suggested
reforms for CRA could have an important impact on
financial institutions' role in financing housing, com-
munity and economic development.
While many at the hearing agreed that changes needed
to be made, deciding how to measure performance was
unexplored. The analysis presented in this article is a
specific proposal for using existing mortgage lending
data required by the Home Mortgage Disclosure Act
(HMDA) to measure an institution's performance in
lending to minority and low-income households.
The evaluation of lending to minority and low-in-
come households is an important issue for community
development activists. Access to credit is vital for indi-
vidual and neighborhood economic vitality. The dispar-
ity in lending between white and black households and
the failure to serve the needs of low-income communi-
ties promotes economic inequities between races and
the deterioration of neighborhoods. For example, in the
Raleigh-Durham Metropolitan Statistical Area (MSA)
in 1991, minority applicants were denied mortgages
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three times as often as white applicants regardless of
income. TheHMDA data reflects a pervasive pattern of
race playing a role in mortgage loan decisions. This
pattern is having a detrimental effect on the economic
well-being of the African-American community. In
Durham County, 33 percent of black households own a
home compared to 53 percent of the white population.
As a percentage, black households occupy housing with-
out complete plumbing at twice the rate of whites.
Denial of credit is a contributing factor to these dispari-
ties.
The Boston Federal Reserve study of mortgage lend-
ing decisions of Boston financial institutions concludes
that race played a role in 56 percent of loan denials to
minorities. 1 Assuming that this estimate is also accurate
for the Raleigh-Durham MSA, 284 or 56 percent of 508
black households were denied a mortgage for a single-
family home based on disparate treatment of race. The
role ofrace in lending decisions may be more substantial
than these figures suggest as potential black applicants
who may have been discouraged from applying are not
represented.
The HMDA Analysis
The following analysis was conducted by Peter Skill-
ern and Margrit Bergholz of the Durham Affordable
Housing Coalition for the North Carolina Community
Reinvestment Coalition of North Carolina and was
submitted as testimony at the federal hearing in Hender-
son. The complete study makes a similar analysis for all
depository institutions in the metropolitan areas of
North Carolina. The study was originally commissioned
to help local community groups organize on CRA issues
and to educate the public and regulators on the lending
practices of financial institutions. The analysis was done
on a personal computer using electronic data from the
loan registry ofeach mortgage lender in North Carolina.
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The seeds of this project have matured from a Depart-
mental Paper at the University of North Carolina's
Department ofCity and Regional Planning. The current
method was influenced by other analysts such as Ira
Goldstein with the U.S. Department of Housing and
Urban Development, Systemic Investigations Branch.
In his paper, "Methods for Identifying Lenders for In-
vestigation Under the Fair Housing Act," Goldstein
uses a similar evaluation of HMDA data to categorize
financial institutions' lending performance as a way of
targeting banks whose treatment of minority and low-
income applicants is not in compliance with CRA or fair
housing laws. Similarly, this study is an example of how
regulators and activists can evaluate a financial institu-
tions' CRA performance relative to its competitors. Ex-
amples of individual bank analysis are provided as well
in Figures 1 and 2 and Tables 1 and 2.
Conclusions of discrimination can not be made relia-
bly from HMDA analysis alone. One can safely say that
HMDA data can be indicators of disparate treatment
which may be further investigated by testing and review
of completed loan applications. This study should be
only the first step in identifying and correcting patterns
and practices of discrimination in mortgage lending.
Mortgage lenders which are depository institutions
or affiliated mortgage companies were ranked on their
performance in lending to minority and low-income
households for the Raleigh-Durham MSA in 1991. The
results of this ranking are given in Tables 3 and 4.
The ranking favors neither large nor small institu-
tions. The most important factor in performance seems
to be the institution's commitment to lending to minor-
ity and low-income households. Asset size or mortgage
products were not the determining factors in perform-
ance.
Explanation of Indicators
The following is an explanation of theHMDA indica-
tors used in evaluating financial institutions perform-
ance in serving minority and low-income households.
Percentage ofApplications breaks down the financial
institution's applicant pool by race and income. In evalu-
ating lending to the minority community, this is used as
an indicator ofhow well a financial institution is captur-
ing minority applicants. The financial institution with
the highest percentage of minority applicants was ranked
first, and the lowest ranked twenty-fifth. Black house-
holds made up fourteen percent of all mortgage appli-
cants in the Raleigh-Durham MSA. This percentage is
another measuring stick of whether a financial institu-
tion is above or below the available market demand of
black applicants. Ifan institution's share of minority and
low-income applications is significantly lower than its
competitors' or the area average, this may indicate a
poor performance in outreach and marketing to the
minority community or steering and discouragement of
potential black applicants.
Ratio of Black to White Denials is the percentage of
black applicants denied a loan compared to the percent-
age ofwhite applicants denied. The institution with the
lowest ratio ranked first, and the institution with the
highest ratio ranked twenty-fifth. This ratio must be
looked at closely and within the context of the other
indicators. For example, Citizens Savings Bank received
a "1" ranking on this indicator because the ratio was
zero. While not denying any loans to its two black
applicants, neither did it make loans to them. The appli-
cations were either withdrawn or were approved but not
accepted. Citizens Savings Bankwas ranked twenty-first
in percentage of portfolio loans made to black house-
holds and ranked seventeenth in percentage of black
applicants.
Having no denials may indicate that pre-screening of
potential applicants is occurring. For example, Guar-
anty State Bank had ten black applicants and 32 white
applicants. Guaranty approved and originated all 42
loans. This may indicate that Guaranty is pre-screening
potential applicants and accepting only pre-approved
applications. The HMDA data does not reflect the
number of potential applicants who may have been
discouraged from applying. It should be noted that
Guaranty ranked high in its overall lending perform-
ance to minority and low-income households.
Ranking financial institutions on their denial ratio
may create the perception that a rejection rate of three
to one is acceptable merely because some financial
institutions have a five to one or ten to one ratio. The
only way to determine discrimination is through testing
or reviewing application files. Yet considering the Bos-
ton Federal Reserve studywhich estimated that racewas
a factor in 56 percent of loans denied to minorities, the
disparate rejection rates among races is still a valid
concern. This is underscored by the consistent pattern in
which black households are denied loans at a higher rate
than whites regardless of income.
Although the denial ratio may be misleading when
used alone, it remains an effective indicator of disparate
treatment in the loan decision-making process. Once
again, HMDA data do not prove disparate treatment by
an individual institution, but can be used as an indicator
of practices and patterns.
Percentage of Portfolio shows the percentage of a
financial institution's portfolio lent to black versus white
households. Use of this indicator makes a comparison
among different-sized institutions possible. The bank
with the highest percentage of its portfolio lent to black
householdswas ranked first and the bankwith the lowest
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HMDA Indicators of Performance in Serving Minority Households
Mortgage Applications, Denials and Amounts by Race and Income for 199!
Citizens Savings Bank, Inc.
Bank ID Number: 000000973 Metropolitan Statistical Area: Raleigh, Durham
Table 1.
Percentage of Applied Denied Percentage Ratio or Black Amount % of portfolio
applications 1991 1991 Denied to White
Denials
Loaned
$000's
by race and
income
Total Black 3% : 0% N/A SO 0%
Total While n r \ 56 5 9% N/A $3,746 92%
Total Applicants 61 S4.074
Black: Less than 80% of MSA 2% 1 0% N/A $0 0%
White: Less than 80% of MSA i.i',' 8 1 13% N A $181 4%
Black: 80-120% of MSA 2% 1 il 0% N/A $0 0%
White: 80-120% of MSA 25% 15 0% N/A $937 23%
Black: More than 120% of MSA 0% n 0% N/A $0 0<7
White: More than 120% of MSA 54% 33 4 12% N/A $2,628 65%
HMDA Indicators of Performance in Serving Low Income Households
Number of
Loans
Originated
Average Income
of Applicant
$000's
Percentage of Portfolio Loaned
to Families with Incomes below
80% of Median
Average
Loan Size
$000's
Smallest
Loan Made
$000's
Percentage of
FHA/VA/FMHA
Loans Made
Black Applicants
White Applicants
All Applicants
10
32
46
S37
$52
$44
9%
1%
27%
S26
$26
$37
1
2
1
0%
d'-;
iv;
HMDA Indicators of Performance in Serving Minority Households
Mortgage Applications, Denials and Amounts by Race and Income for 1991
Guaranty State Bank
Bank ID Number: 0000009849 Metropolitan Statistical Area: Raleigh, Durham
Percentage of Applied Denied Percentage Ratio of Black to Amount % of portfolio
applications 1991 1991 Denied White Denials Loaned
$00<l\
by race and
income
Total Black 22% 10 0% N/A Sid 1 15%
Total White 70% 32 n 0% N/A $1,163 68%
Total Applicants 46 $1,699
Black: Less than 80% of MSA 13% 6 0% N/A $161 9%
White: Less than 80% of MSA 11% 5 0% N/A $17 1%
Black: 80-120% of MSA 4% : 0% N/A $53 3%
White: 80-120% of MSA 35% 16 0% N/A $616 36%
Black: More than 120% of MSA 4% 2 II',- N/A $47 3%
While: More than 120% of MSA 24% 11 <l 11% N/A $530 31%
HMDA Indicators of Performance in Serving Low Income Households
Number of
Loans
Originated
Average Income
of Applicant
Sllll(l\
Percentage of Portfolio Loaned
to Families with Incomes below
80% of Median
Average
Loan Size
$000's
Smallest
Loan Made
$000's
Percentage of
FHA/VA/FMHA
Loans Made
Black Applicants
White Applicants
All Applicants
44
46
SN/A
S63
$64
ir;
4%
4%
SN/A
$85
$89
N/A
23
23
0%
0%
i> r;
Table 2.
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percentage was ranked twenty-fifth. This is perhaps the
most important indicator of how well an institution is
serving black households according to its capacity.
Logically, the dollar amount loaned is a result of the
number ofblack applicants and the number ofapproved
loans.
It is also important to look at the actual dollars loaned
to keep in perspective the impact that large institutions
such as Wachovia, NationsBank, First Union and Cen-
tral Carolina Bank have in making loans to the minority
community. While Mechanics and Farmers Bank, Mu-
tual Savings & Loan and the Self-Help Credit Union do
exceptionallywell in serving black households, together
they approved fewer loans to black households (147)
than did Wachovia Mortgage Company (154). The lend-
ing behavior of larger, majority-controlled financial
institutions has a tremendous impact on the availability
of credit to black households and the community at
large.
Average Income ofApproved Applicant indicates the
average income of borrowers that the financial institu-
Ranking of Financial Institutions For:
HMDA Indicators of Performance in Serving Minority Households
Rank for % Rank for Rank for % of
of Black ratio of black Portfolio loaned
Applicants denials to
white denials
to blacks
Average
Bank Name Score
Mutual Savings and Loan 1 1 1 1.0
Mechanics & Farmers Bank 2 2 2 2.0
Self Help Credit Union 3 1 3 2.3
Duke University FCU 5 1 4 3.3
Guaranty State Bank 6 1 5 4.0
First Union Mortgage Corporation 9 8 7 8.0
Wachovia Mortgage Company 4 15 6 8.3
Nationsbank of North Carolina 10 4 11 8.3
Central Carolina Bank & Trust 7 10 9 8.6
First Federal Savings & Loan 16 1 9 8.6
Wachovia Bank of North Carolina 7 5 15 9.0
Hillsborough Savings & Loan X 11 8 9.0
State Employees' Credit Union 12 6 10 9.3
United Carolina Bank 11 7 11 9.6
Orange Federal Savings & Loan 18 3 12 11.0
1st Union National Bank of NC 14 9 12 11.6
Centura Bank 13 14 10 12.3
Nationsbank Mortgage Corporation 15 12 10 12.3
Citizens Saving Bank, Inc. 21 1 17 13.0
Wake Forest Federal Savings 24 1 17 14.0
1st Home Federal Savings & Loan 17 18 10 15.0
Branch Banking & Trust Company 19 13 14 15.3
Security Federal 20 16 16 17.3
First Citizens Bank & Trust Company 22 17 16 18.3
Triangle Bank & Trust Company 23 19 17 19.6
Table 3.
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tion is serving. The financial institution with the lowest
average income for approved applicantswas ranked first
and the highest average incomewas ranked twenty-fifth.
Average Loan Size indicates the average size loan
made by the financial institution. The financial institu-
tion with the lowest average loan was ranked first and
the one with the highest average loan was ranked twenty-
fifth. This was done under the assumption that the lower
the average-sized loan, the lower the income of the
household served.
Percentage of Portfolio Loaned to Families with In-
comes below 80 Percent ofArea Median Income shows
the dollars lent to low-income households as a percent
of an institution's portfolio. The financial institution
with the highest percentage of portfolio lent to low-
income households was ranked first and the institution
with the lowest percentage was ranked twenty-fifth.
Smallest Loan Made indicates the smallest loan size
the financial institution made. This indicator was not
used in ranking financial institutions, but is used to
Ranking of Financial Institutions For:
HMDA Indicators of Performance in Serving Low-Income Households
Rank for Rank for Rank for % of
Average Average Loan Portfolio loaned
Income of Size to All Families with Average
All Applicants Incomes Below Score
Bank Name Applicants 80% of Median
Self Help Credit Union 1 4 2 2.3
Guaranty State Bank 4 1 5 3.3
Mutual Savings & Loan 3 2 6 3.6
Duke University FCU 5 3 3 3.6
Central Carolina Bank & Trust 8 5 X 7.0
United Carolina Bank 13 8 4 8.3
First Federal Saving & Loan 6 7 13 8.6
Mechanics & Farmers Bank 2 25 1 9.3
Wachovia Mortgage Company 7 15 7 9.6
Wake Forest Federal Savings 9 11 11 10.3
State Employees' Credit Union ID ft 19 11.6
Centura Bank 14 13 14 13.6
Hillsborough Savings & Loan 17 12 15 14.6
First Union Mortgage Corporation 1 1 21 12 14.6
Branch Banking and Trust Company 15 23 10 16.0
1st Home Federal Savings & Loan 25 16 9 16.6
First Citizens Bank & Trust Company 19 14 20 17.6
Wachovia Bank of North Carolina 21 9 24 18.0
Citizens Savings Bank, Inc. 12 17 25 18.0
Nationsbank of North Carolina 23 10 23 18.6
Nationsbank Mortgage Corporation 16 24 IX 19.3
1st Union National Bank of NC 24 19 16 19.6
Orange Federal Savings & Loan IX 2d 21 19.6
Triangle Bank & Trust Company 20 IX 22 20.0
Security Federal 22 22 17 20.3
Table 4.
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HMDA Indicators of Performance in Serving Low Income Households
Percent of Loans Originated by Race
Guaranty State Bank Citizens Savings Bank, Inc.
_Black White Other
Figure 1.
HMDA Indicators of Performance in Serving Minority Households
Mortgage Amounts by Race for 1991
$ 4,000
$ 3,000
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Figure 2.
indicate whether there is a practice of requiring a mini-
mum loan amount. A policy and practice of having a
minimum loan amount would have a disparate impact
on black households and be illegal. However, because
the scope of the analysis includes home improvement
loans, a minimum loan amount policy for home pur-
chase may be hidden by allowing for smaller home
improvement amounts.
Percentage ofFHA/VA/FMHA Loans Made indicates
the percentage of government-insured loans originated
by the financial institution as a percentage of all mort-
gages made. This indicator is not used in ranking finan-
cial institutions, but is used to determinewhether or not
the financial institution offers these products in order to
serve low-income households.
Further Evaluation Studies
Data from the loan registry of financial institutions
provide a rich source ofraw information that can be used
by regulators, lenders and activists to understand lend-
ing behavior and develop appropriate responses to improve
the flow of credit to low-income and minority communi-
ties. This data could be used in other effective means of
analysis.
At the federal hearing, Irvin Henderson, President of
the National Community Reinvestment Coalition ar-
gued that another effective use ofHMDA is to evaluate
whether the market capture rate of mortgage dollars to
the white and minority communities is in parity for an
institution. For example, in 1990 Security Federal cap-
tured 1.3 percent of the market for mortgages lent to
black households compared to 4.89 percent of the mar-
ket for mortgages lent to white households. Even if the
total amount lent to white households is significantly
higher than that lent to black households, a financial
institution can demonstrate a parity in serving black and
white households if the relative percentage of the mar-
ket capture rate for each is equal.
Because the 1990 and 1991 data used 1980 census
tracts in recording where loans were geographically
made and because ofsignificant changes in demographic
living patterns since then, a geographical analysis of
lending to black versus white neighborhoods was not
included in this analysis. Since 1992, HMDA data will
use 1990 census tracts, therefore, a geographical analy-
sis will be used in future analysis of lending to minority
and low-income census tracts in a ranking process. This
indicator will also show patterns of redlining or denying
credit based on the demographic characteristics of a
neighborhood.
In using Home Mortgage Disclosure Act data to
identify patterns of racial discrimination, further analy-
sis would be useful in examining lending patterns for
refinancing and home improvement loans to determine
disparate treatment for a variety of types of loans.
An evaluation of financial institutions' performance
in community lending for compliance with the Commu-
nity Reinvestment Act should not be limited to a HMDA
analysis. An evaluation of other community develop-
ment activities such as grant making, development loans,
community service, public-private-nonprofit partner-
ships, and loans and technical assistance to minority and
small businesses should also be included. However, the
HMDA analysis in this study provides one quantitative
method of ranking an institution's performance in lend-
ing to minority households and low-income households
and could be used by regulatory agencies and commu-
nity agencies in evaluating a financial institution's
Community Reinvestment Act performance. Using the
HMDA data creatively can help activists and regulators
target financial institutions whose lending patterns indicate
discriminatory practices and poor compliance with the
Community Reinvestment Act.cp
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